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(1) Final endorsement of the HUD-in-
sured note has occurred;

(2) Mortgage payments for the pre-
ceding 12 months have been made when
due, including any grace period;

(3) The Debt Service Coverage Ratio
is greater than or equal to 1.50 in the
most recent audited financial state-
ments and as of the date of distribu-
tion;

(4) Days in Accounts Receivable are
less than or equal to 80 in the most re-
cent audited financial statements and
as of the date of distribution;

(5) The average payment period is
less than or equal to 80 in the most re-
cent audited financial statements and
as of the date of distribution;

(6) The Mortgage Reserve Fund
(MRF) is fully funded as of the date of
the distribution in conformity with the
MRF schedule;

(7) All income, property, and statu-
tory employer payroll taxes and em-
ployee payroll withholding contribu-
tions (including penalties and interest,
if applicable) have been deposited as of
the date of the distribution, as re-
quired;

(8) The Current Ratio is greater than
or equal to 1.50 in the most recent au-
dited financial statements and imme-
diately after the distribution;

(9) Days of cash on hand are greater
than or equal to 21 days in the most re-
cent audited financial statements and
immediately after the distribution;

(10) The distribution may not be
more than 50 percent of Net Income as
reflected in the most recent audited fi-
nancial statements, unless the Mort-
gagor has an equity financing ratio
equal to or greater than 20 percent in
the most recent audited financial
statements and immediately after the
distribution; and

(11) The Equity less any assets ex-
cluded from the mortgaged property is
greater than 0.00 in the most recent au-
dited financial statements and imme-
diately after the distribution is made.
As used in this definition:

““Most recent audited financial state-
ments’’ refers to the audited financial
statement required under section 242.58
for the prior fiscal year;

“Net Income’” means Net Income for
for-profit entities; Excess of Revenues
over Expenses for not-for-profit enti-

§242.4

ties; and Excess of Revenues over Ex-
penses before Capital Grants, Contribu-
tions, and Additions to Permanent En-
dowment for governmental entities;
and

“Equity financing ratio’” means (Eq-
uity less any assets excluded from the
mortgaged property)/(total assets less
any assets excluded from the mort-
gaged property). Equity is defined as
Equity for a for-profit entity, Total
Net Assets for not-for-profit entities,
and Total Net Assets for governmental
entities.

[72 FR 67546, Nov. 28, 2007, as amended at 73
FR 35922, June 25, 2008]

§242.2 Program financial self-suffi-
ciency.

The Commissioner shall administer
the Section 242 program in such a way
as to encourage financial self-suffi-
ciency and actuarial soundness; i.e., to
avoid mortgage defaults and claims for
insurance benefits in order to protect
the mortgage insurance fund.

§242.3 Encouragement of certain pro-
grams.

The activities and functions provided
for in this part shall be carried out so
as to encourage provision of com-
prehensive health care, including out-
patient and preventive care as well as
hospitalization, to a defined popu-
lation, and in the case of public and
certain not-for-profit hospitals, to en-
courage programs that are undertaken
to provide essential health care serv-
ices to all residents of a community re-
gardless of ability to pay.

§242.4 Eligibility for insurance and
transition provision.

(a) The hospital to be financed with a
mortgage insured under this part shall
involve the construction of a new hos-
pital or the substantial rehabilitation
(or replacement) of an existing hos-
pital.

(b) This part applies only to applica-
tions for FHA mortgage insurance sub-
mitted after a pre-application meeting
(as defined in §242.1) with HUD that oc-
curred on and after January 28, 2008.
HUD’s regulations and practices prior
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